
COMMONWEALTH OF KENTUCKY 

BEFORE THE PUSLIC SERVICE COMMISSION 

In tho Mattor O P I  

THE APPLICATION OF WEST DAVIESS COUNTY ) 

SURCHARQE TO FUND EXPANSION OF EXISTING ) 93-103 
SYSTEM FACILITIES 1 

WATER DISTRICT FOR APPROVAL OF n ) cnso NO. 

THE APPLICATION OF WEST DAVIESS COUNTY ) 
WATER DISTRICT FOR APPROVAL OF AN ) CASE NO. 
INCREASE IN RATES 1 93-115 

O R D E R  

On March 24, 1993, Weot Davleos County Water Dirtrfct ("Weet 

Davioes") fllad ita appllcation for Commlsslon approval of a 

surcharge to fund the expansion of existing system facllltlea. On 

April 19, 1993, WSEL Davioeo filed for approval of a proposed 

increueo In water ratoo and a rovi5ion of it6 Currant rate darign. 

Commieelon stare, having performed a limitod Pinanclal reviaw of 

Weet Daviose' oporatlono, haa prepared the attachsd staff Report 

contalnlng StaPf'e Pindingo and racommondstions regarding the 

propoeala. All partles ohould review the report cerafully and 

provide any writtan commonts or requests for a hearing or Informal 

conference no lator than 15 days from the date of this Order. 

IT IS THEREFORE ORDERED that all parties shall have 15 days 

from the dato of thiu Ordor to provide wrltten comments regarding 

the attached Staef ROpOrt or requoots for a hearing or informal 

conference. If no request for a hearing or informal conference is 

received, than thla caee will be submitted to the Cowmission for a 

declelon. 



Dona a t  PrankPort, K e n t u c k y ,  t h i s  23rd day of June, 1993. 

P U B L I C  S E R V I C E  C O H M I 8 8 I O N  
n 

, 

- 
P 

For the C O ~ i E E i O ~  

/' 

as 
Executive Dlractor 
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STAFF REPORT 

ON 

WEST DAVIESS COUNTY WATER DISTRICT 

CASE NOS. 93-103 & 93-115 

- 

A. Preface 

On March 24, 1993, Went Davionn County Water Dirtriot ("Went 

Davieee") filed itn applioation with the Kentucky Public Service 

Commieelon ( lTommieniontt) reeking approval of a surcharge to fund the 

expansion of exiating ryrtem faoilitier in aocordance with KRS 74.395. 

An additional applioation warn submitted to the Commirrion reeking 

approval of a proponed inoreare in wator rater and a revirion of its 
current rate design. The applications wee. oonridorod filed on March 
24, 1993 and April 19, 1993, when all de~icioncier were cured. The 

propoeed rates would generate approximately $42,401 annually in 

additional revenues. This reprerentr an increare of 6 percent over 

normalized test-year revenues from water saler of $706,886. 
In order to evaluate the requerted increame, the Commission Staff 

(~tStaff~~) choae to perform a limited financial review of Wert DaVf08S' 

operations for the temt period, the twelve month poriod onding December 

31, 1992. Karen Harrod, CPA, of the Commiorion's Division of Pinanoial 

Analyeis, conducted the review on Hay 3 and 4, 1993 at the office of 
West Daviees in Owensboro, Kentucky. Niaky noore of the Commission's 

Division of Rates and Research performod a review of Wart Davioms' 

reported revenuon at the offices of tho Conrmirsion. 

The findings of Staff's review have been reduced to writing in this 

report. Mr. Moore is respon~ib1~ for the sections related to operating 
revenues and rate design. The remaining sections of this report were 
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prepared by Me. Harrod. Based upon the findings of this report, Staff 

recommends that West DaVieES be allowed to increaee its annual operating 

revenues by $33,892 or 5 percent, Staff also recommends that the 

monthly EUrCharpE requested by Weet Daviess ehould be granted. 

Bcopa 

The scope of the review was limited to obtaining information to 

determine whether teet period operating revenues and expensea were 

rapreeentative of normal operations. Insignificant or immaterial 

discrepancies were not pursued and are not addressed herein. 

During the couree of the review, Weet Davieea was advised that all 

adjuetIIIentt3 to test year expenses must be supported by some form of 

documentation and that all such adjustments must be known and 

meaeurable. 

B. Analysis of Operating Revenues and Expenses 

Operating Revenues 

In its application, West Daviess reported test-year revenue of 

$604,981 and water sales of 308,947,470 gallons. The company has filed 

a billing analysis that Staff has reviewed and accepted as reasonable. 

This analysie was used in determining the annualized revenue. 

On blay 1, 1992, in Case No. 92-200, West Daviess received a 

purchased water adjustment in the amount of 35 cents per 1,000 gallons. 

Staff has adjusted the sales during the test period to reflect this 

increase. The total annualized revenue from water sales at the current 
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rates to be used in this report is $706,886.' At the time of its 

filing, West Daviess had 2,964 customers. 

Operating Expenses 

For the test year West Daviess reported operating expenses of 

$655,897. No adjustments to test year expenses were proposed in the 

application. Staff's recommended adjustments to test year expensea are 

discussed in the following sections of this report. 

During the review Staff was advised that West Davieas and Southeast 

Daviess County Water District (a8Southeast Daviess") share a portion of 

their operating expenses including ealaries and wages, rental of office 

space, and various other office expenses. These expenses are allocated 

at a ratio of 459 to West Daviess and 558 to Southeast Daviess for 

accounting purposes. In order to test the reasonableness of West 

Daviess' allocation ratios, Staff compared them to allocation factors 

baaed on number of customers, gross operating revenues and utility plant 

in service. Based on this comparison, it was determined that West 

Daviess' allocations are reasonable and should be used for rate-making 

purposes. 

Salaries and Wages 

For the test year West Daviess reported salaries and wages expense 

of $111,122. The district currently hae 12 employees with a total 

Residential Sales 
Commercial Bales 
Wholesale Sales 
Fire Protection 
Irrigation Customers 

I $536,240 
76,250 
06.690 _.... 

698 
7 ooe 

$-FKh-n 
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annual salary expense of $241,628. Bared on the aforementioned 

allocation, West Davieas' portion of the ralary expenre would be 

$108,733.' Accordingly, staff ha8 made an adjurtment to decrease test 

year expenses by $2,389 to reflect rhlary expenre or $108,733. 
Payroll Tax ExpOnre 

In its test year operationr West Daviesr reported payroll tax 

expense of $9,309. Staff reoommends an adjurtment be made to decrease 
this expense to allow for  FICA and Medicare taxer basad on the 

recommended level of oalary expense. Accordingly, payroll tax expense 

hae bean deoreared by $991, to a level of $6,318'. 

Employee Benefito 

West Daviese reported employee ineurance expense of $21,026 for the 

teet year. Based on the current monthly premium expenre of $4,222.86, 

West DaVhEB' portion would be 91,900.29 per month, or $22,803 annually. 

Thie results in an increase of $1,777 over the test-year level. 
Another component of Went Davlers' employee benefit6 expenee is 

pension expenee which war reported at a level of $14,332 for the teat 

year. Based on the current employer contribution rate of 11 percent, 

Staff hae calculated pension expense to be $11,961, a decrease of $2,371 

from the teat-year level. 

Based on the aforementioned adjustmentr Staff recommends a total 

decreaae to teat-year employee benefits expense of $594. 

2 $241,628 x 455 $108,733 

a 8108,733 X 7.655 $8,318 
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Ineurance 

Far the test year Weat Daviess reported property end liability 

ineurance expense and worker's compensation insurance expanee in the 

amount. of $3,457 and 83,860, respectively. Baeed on the premiums in 

effect for the fiscal year ended June 30, 1993, the actual expenses 

incurred were in the amount. of $3,541 and $4,323, reapectively. 

Accordingly, Staff has increased test year insurance expense by $543 to 

the current level of 07,864. 

Accountinq fi  Legal 

For the test period West Daviess reported accounting and legal 

expense of $7,310. This amount includes a legal expense of $5,000 for 

the negotiation of a new long-term Water Purchase Agreement with the 

City of Owensboro. Since this expenee is not likely to recur, Staff is 

of the opinion that it should be amortized over a period of three yeare 

for rate-making purposes. Therefore, Staff has made an adjustment to 

decreaaa test year expenee by $3,333' to a level of $3,977. 

Rent Expense 

During the test period West DaVieES incurred rent expenee of 

$3,303. Of that total $2,102 was for  the rental of land where its 

offices are located. Based on Staff's review the current rent for this 

land is 6605 per month. The portion of this expense to be allocated to 

Weet DaVieeS ie 6272.25 per month or $3,267 per year. Staff is of the 

opinion that this adjustment meets the rate-making criteria of being 
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known and mearurable and therefore, ham included an inareare to tert- 
year rent expenre of $l,l6S. 

Tank Paintinq 

PSC Care NO. 93-103 0 93-115 

During thr teat yrar Wart Daviesr inaurred tank painting oxpenrer 

of $12,750. Of thir amount $3,932 wam inaluded in tert year materials, 
supplies and repair. expenre. The remaining 08,818 war not reflected am 
an operating expenre. After aonrulting with the Commirrion'r Division 

of Engineering, Staff reaommendr that total tank painting expenre be 

amortined over a period of 7 yerrr. Therefore, adjU8tmOntr have been 

made to dearease materials, rupplies and repairs expenre by $3,932 and 

to inaludo tank painting expense of $1,821' in test-year operations, 
Rate Case Expenre 

Bared on Staff'r review Wart Daviemr ham inaurred rate aare 

expensem totaling 05,650 with regard to the two filings addrerred in 

this report. The Commirmion generally allows a three-year amortization 

of rate aase expenmar. Therefore, Staff ham included an adjustment to 

refloat annual rate aare expenre of $1,883.' 

Operationr Summary 

Bared on the reaommendationr of Btaff, West Davierr' operating 

statement would appear rr ret forth in Appendix B to thir report, 

0 $12,750 + 7 $1,821 

6 $5,650 + 3 $1,683 
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C. Revenue ~eaulrements Determination 

Staff has aalaulated West Daviean' average annual debt mervioe to 

bo $103,377, Baood on the adjusted tent period operations, West 

D a ~ i e a m ~  dobt sorviae coverage ("DSC") im  .87x.' staff i6 or the 

opinion that a DSC of 1.2% is necesaary to allow West Davlems to meet 

itn operating expenses and service its debt. 

reoommends that Went Daviess be allowed to increase 

by $33,892, calaulated am follow61 
Adjusted Operating EXpOnle8 
Average Annual Debt Borviae 
20 Percont DSC 
Other Expenme 

Total Revenue Requirement 

Lesn~ Normalized Operating ReVenUe6 
Other Income 

Required Revenue Increase 

Therefore, Btaff 

to annual revenues 

727,029 
15,234 

S 33,092 

D. Surcharge 

As mentioned previously Weot DaVie60 f i l e d  a separate application 

soeking approval of  a monthly surcharge of $0.27 per 1,000 gallons for 

a period of not more than 60 months to fund the expansion of existing 

luyntem facilities. The propo6ed improvements, consisting primarily of 

connector lines within the existing system network and 8ome main line 

upgradear are projected to cost $400,000. The project will include 

approximately 115,100 linear feet of water lines and appurtenanceo. 

This project proposal will be the initial implementation of syetem 

'I $90,160 + $203,377 a87 
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upgrades bared upon recommendations resulting from a 1993 P:@l~rslinMy 
Engineering Study. 

Staff i r  of the opinion that Wset D8Visell #haold be 9:onted the 

monthly surcharge requeeted. If the suraharge l e  grrnted, the 
Commission should direat West Daviese to file eemi-annual etrbannente 
detailing ruraharge revenueB aolleated, inaluding any intereet earned 
thereon, and all expenditures made. Failurs to file the semi-annual 
reports rhould warrant aeasation of the suraharge and refunding of the 

monier previourly aolleated. In addition, West Drvieee ehablld be 

reminded that if aonrtruation has not begun within five yesre 8ftsr 
imglemcintation of the nuraharge, all funds muet be returned to thn 

ratepayera, together with interest and earnfnge. 

staff i r  of the opinion that the euraharge osnetitutee 

contribution#, and should be aaaountad for in tha mannsr 9reee:ibed by 

the Uniform Syatem of Aaaounts for Clare A and 0 Water Bietriate and 

Assoaiations. The monthly billing ehould be debited ts o u e t m r  

accounte reaeivable and aredited to the aontributione aau~unt. Uhen ths 

amount is colleated, speaial funds would be debited rnd oaretmr 
accounts receivable aredited. 

Consistent with KRS 74.395, West DaVieS8 should place a11 funds 

collected in a reserve truet aaaount and suah fund6 ehablld $e invsetecl 
in securities issued or guaranteed by the United 0tatee 9eve:nmunt until 

needed. 

staff is of the opinion that the requestad surahsrgs is :ease~bie. 
Accordingly, Staff reaommende that Uert Davleee be rllswed W ~ l l e o t  
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surcharge revenues, not to exceed 

in thin report. 

$400f000f  for the purpores dlscurred 

It mhould be noted that in Care No. 89-086' Wort Daviers wan granted 

a surcharge of $0.29 per 1,000 gallonr for a period not to exaeed 60 

months. During the review Staff was advfred that rufffalent revenuer 
have been collected and that the surcharge would no longer be billed 
rruboequent to the June 1993 billing. 

E. Rate De8iqn 

In its application, Went Davierm did not propose 4 ahange to ftr 

rate design, but after 4 review of it. operating revenuor it becanu 

apparent that the current rate to its wholesale CUStomOrO wa5 lower than 

the cost to provide the rervice. Therefore, the increase it nought warn 

applied to the wholenale rate. 

In support of the increase to the wholesale rate, Heat Davio8s 

filed a8 Exhibit 0 a "Wholeaale Customer Rate Review." After reviewing 

the present rate structure and the "HhOl~~S41e Customers Rate R.view* the 

Staff is of the opinion that the wholesale rates are deficient and 

should be adjusted. Therefore, any increase granted in thim care has 

been adUed to the wholesale rates. The rate8 in Appendix A attached 

hereto will produce $740,778. 

a Th. Aqplication of West Daviesm County water Di8trkt for 
Approval of a Surcharge to Fund a Water storage Stamlpipe. 
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F. Signaturea 

Analvmt. Chief 
Watei and Bower Revenue 
Requirement6 Branah 
Finanoial Analyaia Divirion 

Communiaationm. Water and 
Sewer Rata Design Branah 
Rete. and Remearah Divimion 



APPEWDZX A 
TO BTAE'P REPORT CASE 93-103 I 9 3 - 1 1 5  

The Stat f reaommen4s the following rate be proaorlbod for ou~tou~era 

of weat ~ a v f e m  County Witec Dfatrfct. 

Rate Category 

NOn-UEerr 
First 2,000 gsllonr 

Next 20,000 gallons 
Over 40,000 gallons 

To Othar Water Diatriata 
(per 1,000 gallonr) 

Next 8,000 96llOflS 
Next 10,000 gallons 

$4,65 
6 e 4 Q  
2.10 
2 r 0 0  
1e65 
1.50 

$1 63 



. 
APPENDIX B 

TO BTAFF REPORT CABE NOB. 93-103 0 93-115 

We8t DaVi9.r County Water Diatrict 
Btaternent of Adjurted Operations 

Tent Year Ended 12/31/92 

Revenues from Water Galea 
Other Operatinn Revenues 

Total Operating Revenues 

Operating Expenses 
Purchased Water 
Salaries & Wages 
Payroll Taxea 
Commissioner Fens 
Employee Benefits 
Uateriala. Gupplies & Repairs 
Utilities 
Transportation 
Office supplies & Expense 
Insurance 
Accountina & Legal 
Rent 
Bad Debts 
Engineering 
Phone 4 Communication 
Education p1 Geminat-a 
Water Tests 
Uniforms 
P6C Assessment 
Advertising 
kfiBCe 1 lan4oU6 
Deprec is t ion 
Tank Painting 
Rate Case Expense 

Total Operatina Expenses 

Operating Income 

Interest Income 

Amortization of Bond Discounts 

NET INCOME/fLOSS) 

330,467 
111,122 

R ,  309 
$7 ,200  
35 ,549  
22 ,603  
13,972 
10 ,134  
12,236 

7 , 3 2 1  
7 .310  
3 ,303  
2.329 

170 
2,812 
1.598 
2.608 
1.090 

870 

330,467 
389 \ 108.733 

594)  
9 3 2 )  

543 
( 3 , 3 3 3 )  

1.165 

7 I 200 
34 * 955 
1 8 , 6 7 1  
13,972 
10,134 
12,236 
7 , 8 6 4  
3,977 
4,468 
2 I 329 

170 
2 ,812  
1 ,598  
2.608 
1 , 0 9 0  

870 


